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1.Introduction
Whencorporatescandalsoccur,theirrelationshiptocorporategovernanceisoften
pointedout.Thereare,however,varioustypesofcorporatescandal,rangingfromthose
duetonegligenceatsalesorproductionsitestothoserelatedtointentionalmisconductby
managers.Thispaper,therefore,limitsthediscussiontoscandalsinvolvingmanagersand
examinestheircausesandpreventivemeasuresfromacorporategovernanceperspective.
Theideaofusingcorporategovernancereformstopreventcorporatescandalsaroseinthe
UnitedStates.InresponsetothecolapseofcompaniessuchasEnronandWorldCom,
governmentregulationsandself-regulationsrevised,andstepstooktopreventscandals,as
indicatedinFig.1.
DuringtheannualStateoftheUnionSpeech,thethenpresidentBushnotonlyde-
mandedthatmanagersfolowtheirconscienceandprovideaccuratefiguresthatinvestors
want,butalsodeclaredthateffortswouldbemadetoensurethatmanagersinvolvedin
misconductwouldneverserveasamanageragaininapubliccompany.Senators
SarbanesandOxleyproposedthePublicCompanyAccountingReformandInvestorPro-
tectionActof2002,theso-caledSOXAct,andtheUSCongressapprovedit.Inparticular,
theactstrengthenedinternalcontrolsanddisclosure,improvedtheaccuracyofindepend-
entaudits,requiredmanagerstoguaranteetheaccuracyofdocumentssuchasannual
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reportsthatcompaniesmakepublic,andincreasedpenaltiesformanagerswhomakemis-
statements.Inaddition,theNewStockExchangeamendeditslistingrulessothatthe
majorityofacompany・sdirectorsmustbeoutsidedirectors;companiesmustestablishan
auditcommittee,nominatingcommittee,andcompensationcommitteecomposedofout-
sidedirectors;andcompaniesmustmakematerialsuchascodesofconductpublic.
Thesegovernmentregulationsandself-regulationshaveresultedinreformsofcorpo-
rategovernance;inthispaper,however,wefocusonreformsofboardsofdirectorsthat
individualcompaniescanundertake.AsdepictedinFig.2,wedefinecorporategovernance
intermsofstructure,i.e.,thestructureoftherelationshipbetweenshareholdersandman-
agementandtherelationshipbetweencorporateandstakeholders;orintermsoffunctions,
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Fig.2 CorporateGovernance
Source:createdbyauthor
Fig.1 ResponseintheUnitedStatesattheStartof
the2000s
Source:createdbyauthor
i.e.,thecommandandcontrolofacompany1.Thatis,corporategovernanceisnotsimply
aboutincreasingcorporateearnings,butalsoabouthowtopreventscandalsbyindividual
managersorthemanagementteamandhowboardofdirectorsshouldfunctiontodoso.
Theissueiswhethermanagementisaccountableandinternalcontrolsfunction.Inaddi-
tion,thesociety,culture,andhistoryofacountryaffectthesystemofcorporategovern-
ance,andtherearedifferentoptimalcorporategovernancesystemsfordifferentcountries.
RegardingJapan,theUnitedStatesrequestedtheintroductionofoutsidedirectors
throughthe1991UnitedStates―JapanStructuralImpedimentsInitiative.Inthesame
year,interestincorporategovernancegrew,asitbecameknownthatthemanagementof
ItomanCorporationhadcommittedaggregatedbreachoftrust.Atthesametime,invari-
ouscompaniesintheUnitedStatesincludingGMandIBM,boardofdirectorsledbyout-
sidedirectorsoustedcompanymanagers,makingthem takeresponsibilityfordeterio-
ratingcorporateearnings.EventhoughItoman・sprincipalbank2wasthenSumitomo
bank,thebankwasunabletopreventtherecklessactsofItoman・smanagers.
Afterthat,therewasalivelydebateinJapanregardingcorporategovernancefromthe
perspectiveofmonitoringandcontrolingmanagers,andthisresultedinsubsequent
amendmentstotheCommercialCodeandthecreationoftheCompaniesAct,etc.
Table1listscorporatescandalssince1990thathaveinvolvedexecutivemanagersor
thatinwhichtherewasaquestionofmanager・sresponsibility.Evenforscandalsinvolv-
ingexecutivemanagers,therearenumeroustypesrangingfrom aggregatedbreachof
trusttononfeasance,andpreventivemeasuresdependonthetypeofscandal.Thispaper,
therefore,firstexamineshowtocategorizeJapanesecorporatescandalsinvolvingmanag-
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Table1 MajorCorporateScandalsSincethe1990s
Source:createdbyauthor
1 ForthedefinitionofandreformstocorporategovernanceseeDemise（1997）andDemise（2004）.
2 Wecalprincipalbank・MainBank・.
ers.Next,itlooksatthecausesofandpreventivemeasuresforeachtypeofscandal.
Finaly,itexaminesthestepsthatcorporationstakeafterascandaloccurs.
2.Typesofscandalinvolvingmanagers
Inordertocategorizescandalsinvolvingmanagers,first,previousresearchonthe
issueisexamined.Carson（2003）analyzedthecolapseofEnronandWorldComusinga
stakeholdertheory,wherebybecauseonlysimpleexpectationswereindicatedtomanage-
ment,itwasnotclearlystatedthatmisconductwasprohibited,andthishadanimpact.
Coffee（2005）analyzedscandalsatbothcompanieswithdispersedownershipandthose
withconcentratedownership,arguingthat,whileauditsinfluencethemanagementofthe
former,theyinfluencetheownersofthelatter;therefore,auditsdonotfunctionsuffi-
ciently.Zonaetal.（2013）arguedthatthereasonforscandalsinvolvingmanagersarises
fromeithertheorganizationorthepersonaltraitsofmanagers.
Soltani（2014）pointedoutthefolowingcausesofcorporatescandals:theethicalcli-
mateandmanagementmisconduct;tendenciesandleadershipofthemanagementteam;
environmentalfactorssuchasbubbleeconomyandmarketpressure;defectsinthesystem
ofcorporategovernance,includingaccountabilityandcontrolbodies;pursuitofpersonal
gainsbymanagers;andmanagerswhoexcessivelystressprofitstotheextentthatitre-
sultsinfraudandfalsereports.Theethicalclimateandmismanagementofcorporations
referstoaclimateinwhichinformationisnotpassedontomanagement,andtendencies
andleadershipofmanagementreferstothetendencyofmanagementtodisregardethics
andfrontlineoperations.
Basedonthispreviousresearch,Weclassifyscandalsinvolvingmanagerscanbe
classifiedas（1）eitheronesbytheorganizationoronesbyanindividual;and（2）either
onesthatmanagersareactivelyinvolvedinoronesthatmanagersarepassivelyinvolved
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Table2 TypesofScandalInvolvingManagement
Source:createdbyauthor
in,asshowninTable2.Onetypeofscandalbytheorganizationinwhichmanagersare
activelyinvolvedisacorporate-profit-motivatedscandal.Typicalexamplesofthistypeof
scandalaretheRecruitscandal,DaishowaPaperManufacturingscandal,andFujiHeavy
Industriesscandal.Theseinvolvemisconductsuchasbriberyforthebenefitofthecom-
pany.InthecaseofFujiHeavyIndustries,forexample,bribesweremadetobenefitthe
companybywinningordersforitsexperimentalrescueflyingboat.
Anothertypeofscandalbytheorganizationinwhichmanagersareactivelyinvolved
inisthehiding-corporate-lossesscandal.ExamplesofthistypeofscandalaretheKanebo
scandal,Olympusscandal,andToshibascandal;inthesecases,managerstooktheleadin
hidinglosses.In2005,itwasdiscoveredthatKanebohadconductedaccountingfraudin
ordertohide200.0bilionyeninlossesoverfiveyears.Twoformermembersoftheman-
agementteamandacertifiedpublicaccountantwhohadconductedtheaccountingaudits
werearrested,andwerefoundguiltythefolowingyear.In2007,thecompanywasdis-
solved.TurningtoOlympus,in2012,aformerpresident,formervicepresidentandformer
executivecompanyauditorwerearrestedonsuspicionofviolatingtheFinancialInstru-
mentsandExchangeAct,andtheywereconvictedthefolowingyear.Olympuswasalso
orderedtopay700milionyeninfines.AsforToshiba,itcametolightin2015thatman-
agersatthecompanywereinvolvedineffortstoinflateearningsbyatotalof151.8bilion
yenbetween2009and2014.Sevenpresidentswhohadbeeninvolvedresignedasdirectors
and,inNovember2015,ToshibafiledalawsuitintheTokyoDistrictCourtseeking300
milionyenincompensationfordamagesfromfiveformerandpresentmembersofman-
agement,includingaformerpresident.Subsequently,dissatisfiedwiththecompany・s
actions,someshareholderssuedToshibainMay2016,seekingmorethan2.7bilionyenin
compensationfordamagesfrom11parties,includingthethenpresident.
Scandalsinwhichmanagersareactivelyinvolvedinbutaredoneonanindividual
basisarereferredtoassatisfyingself-desirescandals.Examplesofthistypeincludethe
previousdiscussedItomanscandal,Livedoorscandal,andDaioPaperscandal.Inthecase
ofLivedoor,managersatthattimeandthecompanyitselfwereindictedforproviding
falseinformationinitssecuritiesreport,andtheguiltyverdictswereupheldforboth.
Someofthemanagersweresentencedtotimeinprison,andthecompanywasforcedto
pay280milionyeninfines.InthecaseofDaioPaperCorporation,amanagerimproperly
received8.5bilionyeninfinancingfromasubsidiary,whichwasthenusedforentertain-
mentexpensesincludinggambling.Themanagerwascriminalychargedandthenar-
restedonsuspicionofaggravatedbreachoftrust.Theprisonsentencingwasupheldin
2013.
Unlikethosediscussedabove,therearesomescandalsbytheorganizationthatmanag-
ersarenotactivelyinvolvedin:theseareignored-problem-behaviorscandals.Inthese
scandals,managersignoreandfailtoactonin-houseproblembehavior,andthenstatethat
theydidnotknowaboutitafteritcomestolight.ExamplesaretheDaiwaBankscandal,
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theSnowBrandMilkProductmassfoodpoisoning,andtherepeatedscandalsatMitsubi-
shiMotors.
In1995,itbecameknownthatatDaiwaBank（nowResonaBank）unauthorizedtrad-
ingofUSgovernmentbondsovertwelveyearshadresultedin1.1biliondolarsinlosses.
Theemployeewhohadconductedtheunauthorizedtradinginformedmanagementby
letter.Becauseitwasslow totakesubsequentaction,DaiwaBankwasprosecutedby
judicialauthoritiesforvariouscrimes,includingcolusiontodefraudtheFederalReserve
Board.Thebankadmittedtosixteencrimes,hadtopay340.00miliondolarsinfines,and
withdrewfromtheUnitedStates.Theshareholdersofthebankthenfiledashareholder
derivativelawsuit,andin2000,atthefirsttrialintheOsakaDistrictCourt,theformer
manageroftheNewYorkbranchwasorderedtopayapproximately57.0bilionyen,and
elevenparties,includingthebankpresident,topay26.0bilionyen.In2001,attheOsaka
SuperiorCourt,thedefendants― 49membersofcurrentandformermanagement―
reachedasettlementinwhichtheyagreedtopay250miliontothebank.
Thentherewasthe2000SnowBrandMilkProductsmassfoodpoisoningscandal,in
whichmanagementheldapressconferencewithoutreportingamassfoodpoisoninginci-
dentforvariousreasons,includinganapproachinggeneralshareholders・meetingand
subsequently,thesituationgrewevenmoreconfused.
In2004,atMitsubishiMotors,aformerchairmanoftheBoardofDirectorsandothers
whohadretiredtotakeresponsibilityforanaccidentinvolvingatirethatcameoffa
vehiclewerearrestedonsuspicionofviolatingtheRoadTransportVehicleAct,andthese
partiesalongwithMitsubishiMotorswerealsoprosecuted.In2010,theSupremeCourt
upheldtheirguiltyverdicts.Lastly,inthefuelefficiencyscandalthatbrokein2016,man-
agersatMitsubishiMotorsfailedtotakeactioneventhoughfrontlineworkershadpointed
outthewrongdoings.
Inthenextsection,Weexaminethereasonsandpreventivemeasuresforeachtypeof
corporatescandaldescribedabove.
3.Causesandmeasurestopreventthevarioustypesofscandal
Examplesofcorporate-profit-motivatedscandalsincludethoseatFujiHeavyIndus-
tries,Recruit,andDaishowaPaperManufacturing.Acommonelementofalthesescan-
dalsisbriberyinvolvingthefounderofthecompanyorthefounder・sfamily.Thiscorpo-
rate-profit-motivatedscandaloccurredbecauseofmanagement・sweakawarenessof
compliance,theirimproperrelationshipwithstakeholders,andtheexternalenvironment
includinginappropriatesystems.Inaddition,managersjustifiedtheiractionsbecause
theythoughtthattheyweredoingitforthecompany.Measurestopreventthistypeof
scandalconsistofraisingawarenessofcompliance,whichstatesthatonemustpursue
corporateprofitsaftercomplyingwithlaws,etc.;increasingtheindependenceofoutside
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directorsandoutsidecompanyauditors3;andexposingtheactionsofmanagementto
partiesoutsidethecompany.
Examplesofhiding-corporate-lossscandalsincludetheKaneboscandal,Olympus
scandal,andToshibascandal.CommonelementsoftheKaneboandOlympusscandalsare
thefactsthatthelossesresultedfromasuddendeclineinstockpricesduetothecolapse
ofthebubbleeconomyandthatnontransparenttransactionswithcounterparties,etc.,
wereusedtohidethelosses.Managersjustifiedtheiractionsbysayingthatthelosses
wereduetoexternalfactors,nottheirdecisionsand,ifthelosseshadbeenthereformany
years,itwouldbeeasytojustifythatitwasnottheirresponsibility.Itwasalsoimpossible
touncovertheexistenceofthenontransparenttransactionsusedtohidethelossesbecause
oftheweaksupervisoryfunctionsoftheboardofdirectorsandboardofauditors.Asfor
waystopreventsuchscandals,itisnecessarytoincreasetransparency;furthermore,and
itisvitaltostrengthentheindependenceofoutsidedirectorsandoutsidecompanyaudi-
torsandtoenablethem tocheckthedetailsoftransactionsmaterialtotheaccounting
bookswithoutrelyingonmanagers.
Regarding satisfying-self-desirescandals,examplesincludetheItoman scandal,
Livedoorscandal,andDaioPaperscandal.Thecausesofthesescandalsincludeweak
awarenessofcomplianceamongmanagers,concentrationofauthorityinindividualmem-
bersofmanagement,andweakcontrolsrelatedtotheauthorityofthoseindividualmanag-
ers.Therefore,eventhoughthesecompaniesarepubliclytradedcompanies,themanagers
usethemaspersonalgoods.Suchmanagersarepossiblebecausethereisaprincipalbank
andthemanagershavepreviouslymadestrongcontributionstothecompanies.Therefore,
eventhoughtherearedirectorsandcompanyauditors,theyareunabletoexpressharsh
opinionsregardingmanagers.Intermsofpreventivemeasures,itisimportantthatindi-
vidualmanagerschangetheirperceptionsandincreasetheirawarenessofcompliance.If
thisdoesnotoccur,itisimportanttolimittheauthorityofindividualmanagersthrough
thepowerofoutsidepartiessuchasshareholdersandbusinesscustomers.Inaddition,the
independenceofoutsidedirectorsandcompanyauditorsshouldbestrengthened,alowing
themtohaveandhavingfunctioningcontrolsonmanagers.
Examplesofignored-problem-behaviorscandalsincludetheDaiwaBankscandal,
SnowBrandMilkProductsmassfoodpoisoningscandal,andrepeatedscandalsatMitsubi-
shiMotors.Thecausesofthistypeofscandalaremanagerswithaninsufficientawareness
offrontlineoperationsandmanagerswhodonotseriouslyrespondtoreportssubmitted
byfrontlineworkers.Thisiscompoundedbyastiflingorganizationinwhichfrontline
workersdecidenottoreportissuesthatshouldbereported,andbyfragilecontrolstohelp
managersstayabreastoffrontlineoperations.Topreventsuchscandals,itisimportantto
developanopencorporateculture.Regardingmechanismsthatpromotethecreationof
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3 Companyauditors,whowecal・Kansayaku・,aremembersofboardofauditors.
suchacorporateculture,itisnecessarybothtoestablishawhistleblowersystemsothat
theopinionsoffrontlineworkersarecommunicatedtomanagers,andtocreatemecha-
nismsthatpromptmanagerstorespondtosuchreports.Forexample,thismightinvolve
introducingbodiessuchasacorporateethicscommitteecomprisingoutsidedirectorsand
otherparties.Thiswouldstrengthenthecontrolsonmanagers.
Table3summarizesthepreventivemeasuresforthefourtypesofscandal.Thereare
demandsforgreaterorganizationaltransparency,andmanagersshouldpossessanaware-
nessofmakingdecisionsintheopenwhereeveryonecanseeratherthaninsecret
backrooms.
Inthefolowingsection,Welookathow individualcompanieshaverespondedto
scandals.
4.Responsebyeachcorporation
AtFujiHeavyIndustries,whereatypeofcorporate-profit-motivatedscandaloccurred,
aftertheChairmanoftheBoardandexecutivecompanyauditorswerearrested,thecom-
panyapologizedforcausingastirthatupsetthepublic;andwhenthosepartieswere
indicted,thecompanyexpresseditsregretthattheformerchairmanoftheboard,whohad
ledrestructuringefforts,wasindicted.In1998,beforethescandalcametolight,thecom-
panyhadtwenty-ninedirectors,butnoneofthemwasanoutsidedirectorand,regarding
companyauditors,onlyoneofthethreewasanoutsidemember.Atthattime,becausethe
companywasundergoingrestructuringledbyNissanMotors,thechairmanoftheboard
andpresidentwerefromNissanMotors;thevicepresident,managingdirectors,andcom-
panyauditorswerefromthethenIndustrialBankofJapan,andtheseniormanagingdirec-
torwasfromthethenMinistryofInternationalTradeandIndustry（MITI）.In1999,after
thescandalwasrevealed,theoveralnumberofdirectorswasreducedtoseven,butno
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Table3 MeasurestoPreventScandalsInvolvingManagers
byScandalType
Source:createdbyauthor
outsidedirectorswereappointed.Asforcompanyauditors,thenumberwasincreasedto
five,threeofwhomwereoutsidemembers.Lookingatbackgrounds,thepresidentcontin-
uedtobefrom NissanMotors,andthevicepresidentandacompanyauditorwerestil
fromtheIndustrialBankofJapan.Intermsofexecutivecompanyauditors,thedirector
fromMITIwastransferred,andamemberfromFujiBankwasnewlyaddedtotheboard
ofauditors.Asof2015,twooftheeightdirectorswereoutsidedirectors,andtwoofthe
fourcompanyauditorswereoutsidemembers.WithintheCSR committee,whichis
headedbythepresident,acompliancecommitteehasbeenestablished.
ForOlympus,whereatypeofhiding-corporate-lossesscandaloccurred,thescandal
wasattributedtotheperceptionamongmanagersthatthecompanywastheirpersonal
belonging,anemasculatedboardofdirectorsandboardofauditors,ahumanresource
system thatgavespecialtreatmenttopartieswhoassistedtheconcealment,etc.,anda
weakawarenessofcompliance.In2012,beforethescandalcametolight,sixoftheeleven
directorswereoutsidedirectors,andtwoofthefourcompanyauditorswereoutsidemem-
bers,butafterthescandalbroke,Olympusreducedthesizeofitsboardofdirectors.Even
beforethescandalwasexposed,morethanhalfofthedirectorswereoutsidedirectors,but
afterthescandalbrokein2013,thenumberofoutsidedirectorswasincreasedtoeightout
ofthirteen.Nochangesweremadetothecompositionofboardofauditors.Regardingthe
eightoutsidedirectors,thecompanyexpectsthatwhentheymakedecisionsatboardof
directorsmeetingsorsuperviseoperations,theydosoemployingtheirownspecialized
knowledge.Anominatingcommitteeandcompensationcommitteecomposedofoutside
directorswasestablishedtoreporttoandadvisetheboardofdirectors,andcompliance
committeeandcorporateofficerinchargeofcompliance,whoreporttotheboardofdirec-
tors,wereestablished.Furthermore,awhistleblowersystemwascreated.Asof2015,six
oftheelevendirectors（i.e.,morethanhalf）wereoutsidedirectors.Intermsofboardof
auditorsandcommittees,therehavebeennochanges.
TheDaioPaperscandalwastypeofasatisfying-self-desirescandal,thecauseofwhich
wasthemassiveinfluenceofthefounder・sfamilythroughtheirshareholdingsanddefects
inthesystemofcorporategovernance.In2011,beforethescandalcametolight,noneof
thefourteendirectorswasanoutsidedirector,andthreeofthefivecompanyauditorswere
outsidemembers.In2012,afterthescandalbroke,nochangesweremadetothecomposi-
tionofboardofauditors,buttwoofthethirteendirectorswereoutsidemembers.Inaddi-
tion,thecompliancecommitteewasreorganizedintotheriskmanagementandcompliance
committee,outsidedirectorswereaddedtothecommittee,andeffortsweremadetocom-
prehensivelymanagetheriskofmisconduct.Furthermore,shareholdingsrelationships
wererevised,andtheinfluenceofthefoundingfamilywasreduced.Asof2015,however,
nochangeshadbeenmadetothecompositionofeithertheboardofdirectorsorboardof
auditors.
ThecaseofMitsubishiMotors,whereaseriesofscandalshaveoccurred,representsan
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exampleofaneglected-problem-behaviortypeofscandal.Whentheinitialrecalcover-up
cametolightin2000,thescandalwasattributednotonlytothedepartmentinvolvedin
givingthegreatestprioritytoprofitbyavoidingcostincreasesandpunishmentofrespon-
sibleparties,butalsototheconcentrationofauthorityinmanagementandrigidorganiza-
tion.Afterthescandalwasrevealed,thepresidenttookimmediateresignedtotake
responsibility.In2000,thetendirectorsincludedthepresidentsofMitsubishiHeavyIndus-
triesandMitsubishiCorporation;whenthescandalcametolight,therewerethreedirec-
torsfromDaimlerChrysler,withwhomanaliancehadbeenestablished.Afterthescandal
brokebutbeforepreventivemeasureswereannounced,thenewpresidentsuddenlydied
andapersonfrom DaimlerChryslerwasappointedpresident;butin2004,however,the
presidentwasreplacedbecausethetie-upaliancewithDaimlerChryslerwasterminated.
WiththesupportoftheMitsubishiGroup（primarilyMitsubishiHeavyIndustriesand
MitsubishiCorporation）inJune2004,MitsubishiMotorsappointedthepresidentasthe
directorresponsibleforcorporateethics,establishedacorporateethicscommitteeasan
advisorybodytotheboardofdirectors,andundertookrestructuringviaacrossfunctional
team.In2005,nineofthetwelvedirectorswereoutsidedirectors,andincludedthechair-
manoftheboardofMitsubishiCorporation,chairmanoftheboardofShimadzuCorp.,and
mangersfromDaimler.Regardingcompanyauditors,twoofthefourwereoutsidemem-
bers.
Whenthefuelefficiencyscandalbrokein2016,itwasattributedtovariousfactors
includingtargetsbeingsetbeforesufficienttechnicaldiscussionswereheld;manage-
ment・slackofinterestinfrontlineoperations;ignoringlawsandrules;andtheweakaware-
nessofbusinessthroughoutthecompany.Measurestopreventreoccurrencesincluded
reworkingthedevelopmentprocess;revampingvariousaspectssuchassystemsandthe
organization;introducingapersonnelsystem toeliminatetheinsularityoftheorganiza-
tionandtendencytointroduceblackboxes;fosteringunderstandingofthespiritoflaws
andregulations;andextensiveeffortstouncoverandcorrectmisconduct.Inresponseto
this,theactivitiesofcorporateethicscommitteewereterminated.In2015,fourofthe
thirteendirectorswereoutsidedirectors,andfourofthefivecompanyauditorswereout-
sidemembers.Afterthescandal,thenumberofdirectorswasreducedtoten,butthe
numberofoutsidedirectorsremainedthesameatfour;thesizeoftheboardofauditors
wasalsoreducedbyonetofour,threeofwhomwereoutsidemembers.
ThecompositionoftheboardsofdirectorsforFujiHeavyIndustries,Olympus,Daio
PaperCorporation,andMitsubishiMotorsasof2016isgiveninTable4.Alfourcompa-
nieshaveaboardofauditors,butgiventhattheaveragenumberofdirectorsforcompa-
nieslistedonthefirstsectionoftheTokyoStockExchangeis8.61,theboardsofdirectors
ofthesecompaniesarenotsmal.Inaddition,theaveragenumberofoutsidedirectorsin
companieswithboardofauditorsis1.04,indicatingthatalfourcompanieshavemorethan
theaverage.Furthermore,theaveragenumberofcompanyauditorsincompanieswith
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suchboardsis3.59,andonaverage2.47areindependentmembers;therefore,alfourcom-
paniesexceedtheseaverages,too.
5.Discussion
Asseenabove,corporatescandalsthatinvolvemanagerscanbedividedintofour
types:corporate-profit-motivatedscandals,hiding-corporate-lossscandals,satisfying-self-
desirescandals,andignored-problem-behaviorscandals.Inresponsetothesetypesof
scandal,inordertostrengthencontrolsonmanagers,companieshavenotonlyincreased
theindependenceoftheirboardsofdirectorsandboardofauditors,butalsoestablished
committeesrelatedtocorporateethicsandcompliance.Forsomeofthecompaniesdis-
cussedinthepaper,therehavebeenotherscandals,andthemeasuresdiscusseddonot
necessarilypreventscandals.
Inthiscontext,itisinformativetoconsiderSnowBrandMilkProducts,whichfaceda
seriesofignored-problem-behaviortypeofscandals.In2000,beforethemassfoodpoison-
ingincidentoccurred,therewerenooutsidedirectorsamongthetwenty-fourdirectorsof
thecompany,buttwoofthefourcompanyauditorswereoutsidemembers.In2001,after
thescandal,thenumberofdirectorswasdramaticalyreducedtoninebuttherewerestil
nooutsidedirectors,andnochangesweremadetotheboardofauditors.Forthecompany,
thecausesofthemasspoisoningwereconsideredtobeaweakeningofbasicprinciples
regardingqualitymanagement,insufficientproductionprocesscontrols,andthefactthat
astanceplacingthegreatestpriorityonconsumersafetywasnotadoptedthroughthe
company.Therefore,Snow BrandMilkProductsestablishedamanagementadvisory
committee;formulatedacorporatebehaviorcharterandguidelines;createdacustomer
center;establishedtheproductsafetyauditoffice;andfoundedthefoodhygieneresearch
center.
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Table4 ResponseofIndividualCompanies
Source:createdbyauthor
AlthoughSnowBrandMilkProductstookthesesteps,atthebeginningof2001,itwas
discoveredthatthatitssubsidiarySnowBrandFoodhadfraudulentlystatedwherebeef
camefrominordertoobtaingovernmentsubsidies.Aftertheincidentcametolight,al
ninedirectorswerereplacedand,althoughtherewerenochangestodirectorsin2002,one
directorwasanoutsidedirector,andthreeofthefourcompanyauditorswereoutside
members.Thebeefmislabelingscandalatthesubsidiarywasattributedtoinsufficient
awarenessoffulycomplyingwithcorporateethics,insufficientawarenessofhavingal
groupcompaniesfulycomplywithcorporateethics,andthelackofahotline.Afterthe
incident,anewoutsidedirectorwasappointed,thenumberofoutsidecompanyauditors
wasincreased,andacorporateethicshotlinewascreatedbyestablishingacorporateethics
committeethatwascomposedofoutsideexpertsandcenteredontheoutsidedirector.
AtSnowBrandMilkProducts,whichexperiencedtwoscandals,thecorporateethics
committeereformedtheorganizationculturebyrevisingthecorporatebehaviorcharter
withthehelpofemployees.Subsequently,therewasabusinessmergerresultinginthe
currentMEGMILKSNOW BRANDand,in2016,thecompanyintroducedanauditcommit-
teesystem,outsidepartieswereappointedtothreeofthethirteendirectorships,andcom-
panyauditorswereappointedtotheauditcommittee.Snow BrandMilkProductshas
continuedtoreform itscorporategovernanceformorethanadecadeandistryingto
createanopenorganizationalculturethroughtheparticipationofvariousbodiesincluding
theboardofdirectors.
6.Conclusion
Companiescanpreventscandalsthatinvolvemanagersbyusingthesystemreferred
toascorporategovernance,whichiscenteredontheboardofdirectors.Therefore,individ-
ualcompaniesarebothincreasingtheindependenceofbodiessuchasboardsofdirectors
andimprovingthecontrolandsupervisoryfunctionsoftheboards.In2015,theJapan
ExchangeGroupannouncedaCorporateGovernanceCodeforlistedcompanies,andthe
FinancialServicesAgencyissuedaStewardshipCodeforinstitutionalinvestors.The
formerincludesvariousfundamentalprinciplessuchasensuringtherightsandequalityof
shareholders,appropriatelycooperatingwithstakeholdersotherthanshareholders,ensur-
ingappropriatedisclosureandtransparency,andtheresponsibilitiesofbodiessuchas
boardsofdirectors.Thelatterdemandsthatpoliciesonfulfilingone・sstewardship,the
responsibilitiesofpartiesentrustedwithitems,andexercisingvotingrightsshouldbe
disclosed.Furthermore,amendmentstotheCompaniesActnewlypermitthecreationof
companieswithnominatingcommittees,etc.,andcompanieswithauditcommittees;in
addition,majorcompaniesthatdonotappointindependentdirectorscanberequestedto
disclosewhytheydidnotdoso.
Asdescribedabove,whenscandalsinvolvingmanagerscometolight,intheshort
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term,companieschangethestructureofbodiessuchastheboardofdirectorsbyobtaining
approvalatthegeneralshareholders・meeting.Inthelongterm,theystrivetotakevarious
steps,suchasundertakingorganizationalreformsbyhavingbodiessuchastheboardof
directorscontinualyinvolvemembersoftheorganization,raisingawarenessofcorporate
ethics,andcreatinganopenorganizationalculture,etc.,inordertopreventscandalsin-
volvingmanagers4.
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